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CURRENT LIABILITIES
NOTES PAYABLE
THE INFORMATIONON NOTES PAYABLE whichappears inStatistics of Income for 1937is of particular interestto both studentsof banking and students offinancial structure, for itprovides dataon notes payable distributed by industry,size, and profitability.iFor each of these classifications,we can obtain the dollarvolume of notes payable, and wecan also measure their importancein rela- tion to other liabilitiesand assets as wellas to sales. It is impos..
sible to obtain suchcomprehensive data fromavailable banking statistics, althougha survey of new commercial loansand renewals during the period April15-May 15, 1942, madeby the Boardof Governors of the FederalReserve System, hashelped to fill in this statisticalgap.
The 1937 classificationof current liabilities,whichseparates notes payable fromaccounts payable, provides foran item de- scribed as "bonds,notes, and mortgages payable(with original maturity of less than 1year) "2 Since bondsand mortgageswith original maturity ofless than oneyear are very rare, this item
may be considered entirelyas notes payable. However,it may include not onlynotes payable to banks butalso notes payableto other financialiflStitutiofls, to tradecreditors, and,among small corporations, to officers,directors, and otherindividuals. Except in the case of thesmallest corporations,with assets of lessthan $100,000, a safeassumption seems to bethat notes payableare due primarily tocommercial banks.8 On theother hand,notes payable
1Although notespayable were classifiedseparately by the Bureauof Internal Revenue from 1924to 1927 inclusive, theywere not presented in thethreefold classification given for1937. From 1928to 1936 inclusive, theywere combined with accounts payable.

























exclude certain forms of corporateindebtedness to banks, particu-
larly term loans, which arerepayable in whole or in part after the
lapse of more than one year,and thus underestimate the volume
of corporate indebtedness tobanks. Term loans, a fairly recent de-
velopment in bankingpractice, are likely to be classified with
"bonds, notes, and mortgagespayable (with original maturity of
1 year or more) ," thebasis being original, not current, maturity.4
In the following discussionbonds, notes, and mortgages payable




of On or about December 31, 1937the notes payable of all corpora-
la. tions totaled $10,400,000,000, or 47 percentof the total loans of
Os- all banks. Of this total,$6,700,000,000, or 30 percent of all bank
Ing loans, represented the short-termborrowings of nonfinancial en-
als terpriseS.5
of Distribution of the total volume of notespayable among the
in various industrial divisions is presentedin Table 4. Borrowings




















represented 36 percent of the totalthelargest for any one in-
dustrial division. Manufacturingaccounted for 25 percent, trade
volume of notes payable due to banks incomparison with those due to trade creditors.
Ninety-four percent of all notes payable are due tobanks. Notes payable to trade
creditors, which occurred in 35 industries of atotal of 73, represented only 0.1 per-
cent of the total assets for allcorporations in the sample and only 6 percent of the
total volume of notes payable. SeeIndustrial Corporation Reports, Federal Trade
Commission, 1941. These reports are in theform of aggregate balance sheet and
income statements for narrowly definedindustrial groups.
4Term loans outstanding as of December 31, 1937 wereestimated at $327,000,000
on the basis of a sample studymade by the Financial Research Program. Morethan
half of these loans were made to corporationswith assets over $50,000,000, and
nearly 96 percent to borrowers with assets over$1,000,000. Industrially, nearly 60
percent of bank term loans has gone tomining and extraction (including oil produc-
tion), public utility, and financing concerns,and only 30 percent to manufacturing
concerns of all kinds.
5The notes payable of unincorporated enterprises(retail trade for the most part)
cannot be measured directly but maybe estimated by using data on the relative
volume of sales of incorporated and unincorporatedenterprises a given in the Census
of Manufactures and the Cessus of Distribution.On this basis, there were $2,600,000,-
000 of notes payable in unincorporatedenterprises in 1937. An attempt was made to
obtain an estimate by deducting total note!payable of corporations from Federal
Reserve Board statistics giving the total volumeof "commercial loans" outstanding,




Table 4DISTRIBUTION OF NoTEs PAYABLE FOR INCOME AND
DEFICIT CoRpoaTIoNs COMBINED, 1937, BY INDUSTRIAL
DivisloNsa
(in millions)
(concluded on next page)
for 16 percent, andtransportation and public utilities for 11per-
cent. Among the manufacturingcorporations the largest bor-
rowers were the metals, foods, petroleum andother oil products,
and textiles groups.
Since the chiefuse of bank loans is to aid in increasing therate
of industrial activity, thedistribution of notes payableon any
particular date reflectsnot only the cyclical fluctuations of differ-
Industrial Division
Notes
Payable Industrial D1j5l00 Payal,j
ALL MANUFACTURING ,2,593Paper, Pulp, and Productj
$76


































Tobacco Produw 62 household machinery 24
Textile Mill Products
Cotton goods
248 Iron and steel
Locs. and r.r. equipment
175
11
Woolens and worsteds 28 Factory machinery 35
Silk and rayon 19 Agricultural machinery 29
Carpets 20 Electrical machinery 63
Textiles, not elsewhere classi- Miscellaneous machinery 78


































































Table 4 (concludcd)DIsTRIBUTI0N OFNOTESPAYABLE FOR







Based on data, as of December 31, 1937, from Source Book of Statistics ofIncome for 1937
and Siatistis of Income for 1937, Part 2.
ent branches of industry but also seasonalcharacteristics and other
dynamic factors. It is regrettable that no comparabledata on
notes payable are available prior to1937 to enable us to appraise
adequately the extent to which the particular characteristicsof
cyclical fluctuations in the various branches of the economyaffect
the distribution of bank loans. Another seriouslimitation of the
available data is that the figures cannot be adjusted forseasonal
fluctuations in borrowing. The borrowings outstanding onthe
balance-sheet date are probably lower than theannual average in
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Bituminous coal 60 SERVICE 609
Oil and gas 180 Domestic service 441
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Steam railroads 293 NATUREOFBusiNEssNOT
Electric railways 121 GIVEN 12
Water transportation 47
Aerial transportation 5 GRAND TOTAL $10,373Pastern of FinancialStructure
prevents an appraisal of the extent to whichapparent industrial
differences reflect different seasonal patterns.6
The outstanding feature of the differencesamong industriesin the turnover of notes payable is thenarrow absolute rangewithin which the ratios for the majority of minorindustrial divisionsfall (Chart 5). In most cases, notes payableare less than 5percent of sales; and therange between the first and thirdquartiles is only
1.8 percentage points for incomeand deficit concernscombined.
Industrial variations in the degreeof utilization ofshort-term credit are even more difficultto "explain" thanare industrial
variations in the turnover of inventoryand receivables. Theratios for minor industries within suchmajor industrialgroups as food,
textiles, chemicals, and metalsdo not tend to clustertogether; and no general relationship isapparent between thecharacteristic features of the industrialdivisions and their relianceupon bank borrowing. The ratio fortotal manufacturing differslittle from that of trade asa whole, but within the divisionsof bothmanu- facturing and retail tradethere are wide variations.The turnover in retail trade is abouttwice as rapidas in wholesale trade.The fact that the correlationof the rankings ofincome and deficit corporations of the minorindustrial divisions isvery low suggests that the shift froman income to a deficit classificationis suf. ciently strongto override any "industrial"differences. Further analysis reveals that theindustrial rank accordingto this ratio is related neitherto the averageasset size nor to theprofitability of the minorindustrial divisions. Also,classification intopro- ducers' andconsumers' goods industriesdoes not revealsignificant differences in theaverage value of thenotes payable/sales ratio. In severalrespects the behavior of theratio of notes payable to total assetscontrasts with that ofnotes payable to sales. In the formercase, the ranking of incomeand deficitcorporations in the minor industrialdivisions is moderatelysimilar, indicating that even withsubstantial differencesin the level ofprofitability, the importanceof notes payablerelative to the otherliabilities remains approximatelythe same. Comparisonof theaverage ratio of notes payableto total assets forConsumers' and for producers'









































Chart 5RATio OFNoTnsPAYABLE TO SALES FOR INCOME AND DEFICIT
GROUPS OP MINOR INDUSTRIALDwisIoNs, 1937
Incense Corporations
(Pwont)
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goods industries revealsa significant difference betweenthe two groups: the ratio for consumers' goods industries is
considerably higher than that for producers' goods.Finally, the lessprofitable industries and those of relatively smallaverage asset sizeseem to have a fairly high proportion ofnotes payable, indicatingthat "industrial" characteristics alonedo not account fordifferences in the ratio among the minorindustrial divisions.
Since data for notes payableare not available priorto 1937, a comparison of the stability of theindustrial rankingsbetw 1937 and 1931 is impossible.A comparisonmay be made, how..
ever, for notes and accounts payablecombined, asa percentage both of assets and ofsales. In each case the 193 1industrial rank. ings are strongly similarto the 1937 rankings. Unlessthe move. ments of notes payable compensatedfor those ofaccounts payable during this period,or vice versa, a reasonableconclusion is that
industrial differences in thetwo components are stableover short periods of time.
The suggestion hasoften been made thatvariations in inven-
tory holdings may providea key to the explanation ofindustrial variations in notes payable.The validity of thishypothesis de- pends upon whether salesor total assets are takenas the basis of comparison. The correlationof the industrialrankings of the notes payable/sales ratiowith the inventory/salesratio is below the level of statisticalsignificance, On the otherhand, a moderate degree of correlationis evident betweenthe rankings of theratio of notes payableto total assets and theinventory/total assets ratio. In otherwords, industries withrelatively large (or small) investments in inventorytend to derivea relatively large (or small) proportionof theircurrent funds from banks,although the turnover ofinventory and thatof notes payableare not sig. nificantly related.































from the point of view of an individual corporation or of an
àbl industry as a whole.
table
m t
Variations with Corporate Size
that "Small business," with assets under $250,000, accounts for 22.3
ncà percent of short-term indebtedness in the form of notes payable
among nonfinancial corporations (Table 5); corporations with
937, assets of between $250,000 and $5,000,000 account for 38.4 per-
cen cent; and "big business," corporations with assets of $5,000,000
how.
tao-c Table 5-DOLLAR VOLUME AND PERCENTAGE DISTRIBUTION
OF NOTES PAYABLE FOR NONFINANCIAL CoRposxrloNs, 1937,
a1,.- BY ASSET SIZES













ssets a Based on data, as of December 31, 1937, from Stotijticj of Income for 1937, Part 2.
all) b inclusive of the lower limit and excluaive of the upper.
(or and over, for 39.3 percent. Thus a little more than 60 percent of
ugh the total volume of notes payable represents the indebtedness of
sig. small and medium-sized corporations, although in this group is
included only 30 percent of the total assets and 53 percentof
of the total sales of all nonfinancial corporations.
both Variations in notes payable among corporations of contrasting
king size differ sharply according to the basis of comparison. In gen-
ionS, eral, variations in the ratio of notes payable to total assets present
ings, a more systematic and more easilyexplained pattern than varia-
)por- tions in the ratio of notes payable to sales.










Under $50 $128,601 $313,782 $442,383 6.6
50-100 167,383 207,269 374,652 5.6
100-250 338,925 332.240 671,165 10_i
250-500 318,837 264,526 583,363 8.8
500-1,000 323,141 285,610 608,751 9.1
1,000-5,000 816,081 546,986 1,363,061 20.5
5,000-10,000 291,703 217,786 509,489 7.7
10,000-50,000 627,834 292,550 920,404 13.8
50,000-100,000 216,980 116,825 333,805 5.0
100,000 and over 533,959 318,418 852,377 12.8
TOTAL $3,763,464 $2,895,992 $6,659,456 100.0S
54 Patter,s of Pinancittj
Structure
in a predominantly erraticway. (See Table C-21 inData Book.) Furthermore, little similarity is evidentbetween thevariation of the ratios for income and deficitcorporations in thesame major industrial division. Despite thenumerous reversals ofdirection in the movements of the ratios,however, the ratiosfor largecorpo. rations, with assetsover $5,000,000, in a number ofgroups areat approximately the same levelsas those for small
corporations with assets less than $250,000.Medium-sizedcorporations, with assets between $250,000 and$5,000,000, tendto have higher ratios than either largeor small concerns. Thisgeneral patternis found in manufacturingas a whole and also intrade. Wiienc. sidered in conjunctionwith the systematicvariations withcorpo. rate size of the ratios ofreceivables and of inventoryto sales, it throws some lighton the interrelationships ofthese workingcap- italcomponents. Current liabilities haveCustomarily beencon- sidered as bearinga fairly close relationshipto currentassets, although the nature of thisrelationship and itsbasis haveseldom been stated precisely.On the basis ofratios to sales,the data studied here indicatethat the relativelysubstantial volumeof in- ventory holdings andreceivables of the largecorporations arenot financed bya Proportionately highvolume of notespayable, but are supported primarily byfundsrepresented by networth.7 The absence ofa Close parallel betweenthe variationsof notes payable as apercentage of sales and thecurrent assets to which they are hypotheticallyrelated also reflectsthe fact thatthe volume of short-termborrowings is subjectto the somewhatarbi- trary decisions ofthe firms makingup the sizegroups in each industry. Only inshort periods ofrelatively rapidchange in the working capitalassets (associated withseasonal and cyclicalfluc- tuations) is there likelyto be a closerelationship betweenchanges in notespayable and changesin thecurrent assets. The ratio ofnotes payable tototal assets followsa more sys- tematic pattern thanthe notespayable/sales ratio,although even in this formnotes payable showmore erratic tendenciesthan the


























C/tort6RATIO OP NOTES PAYABLE TO TOTAL ASSETS FOR INCOME AND
DEFICIT GRouPs OP MAJOR INDUSTRIAL DIVISIONS,1937BY
AssrrSIZE
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Based on Table C-19 jpData Book (National Bureau of Economic Research).
Wholesale and retail trade figures are for the year 1938.
T0eACCO FOOD LIQUORS
12S4S
TEXT IL S CLOTHING LEATHER RU8BER
FOREST PRODUCTS PAPER PRINTING CHEMICALS
PETROLEUM STONE CLAY. ETC. METALS MOTOR VEHICLES
PAIN 1MG CONSTRUCTIONWHOLESALE TRADERETAIL TRADE56 Pattern of FinancialStruc,4,,
other major working capitalcomponents (Chart 6). Thepre.. ponderant tendency is for thenotes payable/totalassets ratioto decline as size of corporation increases,although invery few of the major industrialgroups is this behavior consistent
from Size class to size class, andin several cases It is not foundat all.s Th
movements of the ratio often differas between income anddeficit concerns, and the range of variation isusually largeramong the deficit concerns. The downwardmovement among the large.siz
corporations in the proportion ofnotes payable to totalassets indicates that the largercorporations take advantageof their greater access to long-term investmentmarkets and of therein. vestment of earnings asa source of funds.
J"arialjonc with Profitability
Of the $6,700,000,000of notes payableoutstanding in the bal- ance sheets of nonfinancialcorporations at the endof 1937, $3,800,000,000were payable by income and$2,900,000,000 by deficitconcerns. 'When consideredas a proportion of totalassets or of sales, however,notes payable aresubstantially smaller among income thanamong corresponding deficitcorporations. (See Charts Sand 6.) Profitableconcerns, finding alternative sources of financingmore readily available,take advantageof such opportunjtjeto reduce their short-termindebtedness. Con- siderations of relativecost and of conveniencecombine to produce this result,once the necessary
condition_.....availabjlity of alterna- tive Sources offundsispresent. This does not denythat in short- period variationsof the level ofbusiness themore profitable con. cerns may finance theirincremental workingcapital requirements by short-termborrowing toa greater extent thanthe deficitcon. cerns. But theaverage level of theirborrowings tendsto be lower. A comparisonof industrialvariations innotes payable ratios with industrialdifferences inprofitability showsthat generally the profitabilitydifferencesare not suflicientto dominate the industrial characterof short-termborrowings. Anexception is found in theratio ofnotes payable tototal assetsamong deficit












































concerns inwhich there is an inverse relationship between the
proportion of notes payable and the level of profitability.This
appears toreflect not so much an active policy with respect to
short-term borrowing,but rather the "passive" effect of variations
in the majorliability component, net worth, which are extreme
in the case of minorindustrial divisions in the deficit category.
The net worth of the less profitabledivisions in the deficit group
is so shrunken that the notespayable are, in proportion, greatly
enlarged.
Size variations in the ratio of notespayable to total assets are
not found to berelated to profitability. Among size classes no
sign of relationship is evidentbetween the movements of the
ratio of notes payable to sales and thoseof net income to net
worth. While the notes payable/total assetsratio shows system-
atic variations with size that aresimilar in the income and
deficit divisions, the variations inprofitability are distinctly differ-
ent in the two groups.
Borrowing and Nonborrowing Corporations
The Internal Revenue data do notpermit a classification of corpo-
rations according to whether or notthey have notes payable in
their balance sheets. When comparing oneclass of corporations
with another, it is impossible to tell, forexample, whether a com-
paratively low ratio of notes payable tototal assets is the result
of a small percentage of notes payable amongall the firms in that
group, of a small percentageof borrowing concerns, or of both.
For corporations with assets of morethan $1,000,000, some light
is thrown on this question by datain Statistics of American Listed
Corporations. The number of firmswith notes payable in their
balance sheets is probably lowest on orabout the date to which
the balance sheets refer, sincethat date very likely marks the
seasonal low point for borrowings.Table 6 reveals that differences
in the relative 1requency of notespayable among the major divi-
sions of manufacturing and severalother broad industrial groups
are not, in most cases,widely dispersed about the averagefre-
quency for all corporations as awhole, which is 42 percent.
The relative frequency of notespayable shows no systematic
variation with corporate size, exceptin the case of merchandising
concerns, which exhibit sometendency toward an inversevariation51 Pattern o/ FinancialStructure
Table 6RELATIVE FREQUENCYOF NOTES PAYABLE FOR
LISTED CoRPos.qTIoNs, 1937,BY INDUSTRIAL GROUPS'
(in percent)
Based on data, as of December31, 1937, from S:athsf5 ofAmerican Listed Corporation,, Part 1, Table 63,p. 212.
(upper half of Table7). In markedcontrast to the behavior with
respect to size, a strong inverserelationship isseen between the frequency of borrowingand profitability(lower half of Table7). This inverse relationshipis a particularlyinteresting parallelto that of the ratiosof notes payableto total assets andto sales, which aregreater among deficit thanamong incomecorpo- rations.
ACCOUNTS PAYABLE
























































TaMe 7-RELATIVE FREQUENCY OFNOTES PAYABLE FOR
MAJOR INDUSTRIAL. GROUPS OFLISTED CoRPoiwioNs, 1937,








Based on data, as of December 31,1937, from Staiistks of AmericanListed Corporations,
Part 1, Tables 64 and 65, p. 224.
b Inclusive of the lower limit andexclusive of the upper.
able of all nonfinancialcorporations, since the group as awhole is
a net creditorin this respect. Atthe end of 1937,nonfinancial
corporations had outstanding$15,600,000,000 of receivablesand
$12,100,000,000 of accountspayable, showing thatthey were
extending $3,500,000,000of trade credit tothe noncorporate
economy, mostof it, presumablyin the form of tradecredit to
unincorporated retailers.
As in the case ofreceivables, the volumeof accounts payable











































10 and over 65.5 100.0 48.1
5-10 84.6 100.0 33.3
2- 5 50.0 80.0 41.7
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are financed by trade credit and the average length of time
for which that credit is extended. A change in either factorwill affe
the proportion of acc3unts payable; therefore, dataOfl thc turn.
over of payables must be interpreted with this fact in mind.
Industrial J1ariaiions
The range of variation among industries for tile ratioofaccounts payable to sales closely resembles that of the ratio of
receivables to sales. (Compare Charts 4 and 7.) For income anddeficitCOr.
porations combined, the lower and upperextremes of theaccounts payable/sales ratio are 3 and 23 percent, respectively;thecentral half of the distribution lies between 6 and iipercent; and the
median value is 8 percent.° (See Table C-28 inData Book.)J
most branches of industry, accounts payableare a more important
source of short-term credit than notes payable. Therelative im-
portance of the two items varies from industryto industry, with
the difference being particularlystrong in wholesale andretail trade, where accounts payableare about twice as largeas notes
payable in relation to sales.'°
The heaviest users of trade credit inrelation to volume ofsales
include commission merchantsand the clothing,mining and
quarrying, construction, airplaneproduction, printing andpub.
lishing, and iron and steelindustries. At the other endof the scale
are such industries as mill products, packinghouse products,to- bacco, boots and shoes,knit goods, office equipment,and hard.
ware. Among the possible generalexplanations of the varying
degree to which tradecredit is used, the lengthof the processing
period is the most probable,although it clearlycannot account for the high ratios ofcommission merchants and theclothing industry.
The longer theprocessing period, themore likely is an industry
to depend upon creditfrom the suppliersof its raw and semi-
finished materials. Thedegree of relianceupon such financing
should also begreater among non-integratedthan among inte-
grated enterprises.
°Commjssion merchantsand undassified miningand quarrying corporations which have extremelyhigh ratios,are excluded. 10It is essential tonote that these data refer onlyto the year-end and may not be an accurate representationof the average relationshipfor the entire year. However, seasonal variationsare not likely to explainthe generally higher ratios of accounn payable to sales.Chart7RATIO OF ACCOUNTS PAYABLE TO SALES FOR INCOME AND
DEFICIT GROUPS OF MINOR iNDUSTRIAL DivisioNs,1937'
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'Based on data from Source Rook of StatisticsofIncome for1937.For composite
of income and deficit corporation; see Data Book (National Bureau of Economic
Research) Table C-28.
fNot elsewhere classified.S
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The closest approach to a test of the importance ofthese
factors in relation to the turnover of accounts payable isthrough
a classification of industrial divisions according to producers' and
consumers' goods. To a limited extent, this procedureapproxi.
mates a classification according to the length of the processing
period, producers' goods industries having on theaverage a
longer period. The producers' goods industriesare also more
integrated vertically, on the average. Both these tendenciesshould
make for a greater volume of accounts payable in relationto sales
among the producers' industries than among the consumers' indus-
tries, and the data confirm this. Theuse of trade credit by pro.
ducers' goods industries, which havean average ratio of payables
to sales of 9 percent, is significantly greater than theuse by con-
sumers' goods industries, which havean average ratio of 6.5
percent.
The extension of trade credit by manufacturingto wholesale
and retail trade calls for specialcomment. In terms of total assets,
wholesale and retail trade relyon trade credit to a greater extent
than any division of manufacturing.Nevertheless, the turnover
of merchandise is so greatamong trading corporations that the
turnover of accounts payable (the balance-sheetratio that corre-
sponds to the turnover of merchandise)is as rapid as inmost
branches of manufacturing.
In retail trade, theaverage length of time during which goods
are held in stock corresponds to the period ofprocessing in
manufacturing, and the effect of the lengthof this period on the
turnover of payables can beseen in different branches of retail
trade. (See Table C-30 in DataBook.) Departmentstores (in-
cluding general merchandiseand furniture and house furnishings)
have a higher ratio ofaccounts payable to sales(i.e., a lower
turnover) than such branchesas food, drugs, apparel, and eating
and drinking places. Obviously,institutionalarrangements as well
as the length of the period for whichgoods are held or processed
affect the extent to whichtrade credit is used. Thatis, a thorough
explanation of industrialdifferences would requirean analysis of
the supply as wellas the demand for trade credit. Therelation-
ship between the supplyof trade credit andalternative forms of
credit also would haveto be considered. Tosome extent, these
factors have alreadybeen dealt with in thediscussion of receiv-Currej$SLs.bilitiei
ables. For example, dealers in autoc, accessories, etc., probably
keep their stock for as long a time, on the average, as department
stores, yet they have a much smaller volume of payables in rela-
tion to sales, which indicates different institutional arrangements
in the case of auto manufacturers than in the case of manufac-
turers of department store merchandise with respect to the exten-
sion of trade credit. The extension of greater facilities of trade
credit to department stores in turn probably reflects their higher
credit rating, based on a considerably higher profit rate, particu-
larly among the medium-sized and large concerns. Of course, all
such interpretations of industrial differences are subject to the
qualification that seasonal differences at the year-end may, to some
extent, be the basis for apparent industrial differences.
An examination reveals that industrial variations in the ratio
of accounts payable to sales are not significantly related to indus-
trial differences either in average asset size or in average profit-
ability. (See Appendix D.) While these factors may be related to
the use of trade credit, other elements obscure their effect among
industrial divisions.
The similarity between income and deficit concerns in the indus-
trial rankings of the accounts payable/sales ratio is moderately
significant. Apparently industrial differences are sufficiently strong
so that they are not upset by differences in the level ofprofitability
of corporations in the same industrial division. As in the case of
notes payable, a comparison of 1937 and 1931 data is not possible,
since notes and accounts payable were combined in the earlier year.
In the study of notes payable above, however, we observed a high
degree of similarity n the industrial rankings of the ratio of notes
plus accounts payable to sales in the two years.
Variations with Corporate Size
The turnover of accounts payable, like that of notes payable,
shows no systematic variation with corporate size. (See Table
C-22 in Data Book.) Among income corporations, the movements
of the ratio are fairly narrow in range; among deficit concerns,
the range of the ratio is wider than in the income group. Gener-
ally, large and small corporations rely to about the same extent
on trade credit to finance their current output.An exception to
this behavior is found in trade, which shows a definite tendencyPauern of Financial
for the ratio of accounts payableto sales to increase'ith Size among corporations with assets over $5,000,000.Inseveral branches of manufacturing (metals, liquors,chemicals, andpetro. leum among others), the ratio risesrather sharply in thelargest size class represented. For metals, thissharp riseappears to be due to tile presence of the minor industrialdivision, ironand steel, in the largest size class. Theiron and steel industryhas a much higher ratio than other divisionsin the metalsgroup. The explanation of the sharp rise in theremaining majorindustrial branches is not clear.
In terms of total assets,accounts payable ofmanufacturing corporations show a very sharp and fairlyConsistent declineas corporate size increases. (See Table C-I0 inData Book.)Among manufacturing corporationsas a whole, concerns withassets under $250,000 have more than twiceas much outstanding tradeindebt edness in relation to totalassets as corporations withassets over $5,000,000. The downwardtrend of accounts payablemay be due to the relatively high discountrate on trade credit. Thelarger concerns, having greateraccess to alternativesources of both long- and short-termcredit at lower rates ofinterest, mayecon- omize by substitutingsuch credit foraccounts payable. The be- havior of trade isnot so consistentas that of manufacturing
groups: for the income division,tile ratio declinesuntil the $501J,001j class is reachedand then advances;for the deficit division the variation iserratic.
Accounts payable, likenotes payable, whencompared with total assets exhibit movements thatare in striking contrastto those of the ratio basedon sales. The ratio to totalassets reveals a definite tendency toward thesubstitution of long-termliabilities for short. term credit as size ofcorporation increases. Onthe other hand, the larger,more integratedconcerns do not turnover their short- term credit more rapidlythan do the small.We have notedpre- viously that the inventoryturnover is lower for largethan for small corporations.The similarityin turnover ofaccounts pay- able among largeand smallconcerns may be attributedto the longer productionperiod among thelarger, morevertically inte- grated concerns. Therefore,the turnover ratioshows no important variation with size, despitethe decline in theproportion of trade credit to totalassets as size increases.This may also bestated asCiarrent Liabilities
meaning that accounts payable are closely related to the rate of
purchase of raw materials, regardless of the size of the concern.
Variations wit/s Profitability
The turnover of accounts payable is more rapid among income
than among deficit corporations. (See Table C-22 in Data Book.)
In this respect notes payable and accounts payable are similar.
As noted in Chapter 3, the turnover of receivables does not follow
the same pattern, the difference between income and deficit corpo.
rations being very slight.
In general, the inability of a corporation to earn a net income
would make it less able to pay off its trade creditors as rapidly
as a profitable concern in a similar industrial division or size class.
This tendency was probably accentuated by the sharp decline in
business at the end of 1937. A further factor in the situation is
the greater ease with which the more profitable concerns can
obtain other sources of funds for current operations, particularly
from reinvested earnings.
In the section dealing with notes payable, we observed that the
more profitable concerns also have a smaller proportion of notes
payable to sales than the less profitable enterprises. This indicates
that profitable concerns do not tend to substitute bank indebted-
ness for trade credit; in fact, the ratio of accounts payable to
notes payable is greater among income than among deficit corpo-
rations, indicating that the more profitable concerns take advan-
tage of their ability to secure trade credit, which although not
necessarily cheaper than bank credit is probably more convenient
to obtain." The general explanation of the lower turnover of
accounts payable among deficit corporations must be, therefore,
their slackness in meeting trade debts, not the substitution of
trade credit for possibly less easily available bank credit. A sup-
plementary factor is the greater utilization by income corpora-
tions of reinvested earnings and capital stock for working capital
purposes, which contributes to a smaller relative volume of current
'1Thc comparative ratios of accounts payable to notes payable among income and
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indebtedness in both accounts and notes payable among the prof-
itable concerns.
Accounts payable form a larger proportion of the totalassets of
deficit than of income corporations. (See Table C-1O in Data
Book.) This no doubt reflects the shrinkage in the net worthof
deficit corporations as well as the fact that deficit corporationsare
slower in meeting current trade indebtedness.
Although separate data are not available foraccounts payable
in 1931, the fact that in thatyear accounts and notes payable
combined, as a proportion of either sales or of totalassets, were
smaller for income than for deficit corporationsseems to indicate
that the tendencies noted in 1937are of a relatively stable nature.
ACCRUED LIABILITIES
The widespread development of accrualaccounting has made
accrued liabilities a balance-sheet item thatcompares in magnitude
with the combined volume ofnotes and accounts payable. We
examined the behavior of accrued liabilities,particularly when
compared with sales, among various industries andamong corpo-
rations of different size and profitability, butwe found no results
of significance from the point of view ofthe present study.